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CALIFORNIA FAIR POLITICAL PRACTICES COMMISSION
DRAFT MINUTES OF MEETING

September 12, 2006

Item #14. Prenotice Discussion of Proposed Regulations on Reporting Mixed
Expenditures by Political Party Committees in Federal and State Elections
(18530.3), and on Required Committee Bank Accounts (18534).

Senior Commission Counsel Larry Woodlock introduced two separate proposed
regulations, 18530.3 and 18534. Staff brought these before the Commission in the past.
Regulation 18530.3 sets out rules for mixed federal and state campaign spending by
political party committees. It treats campaign reporting and contribution limitations for
money that’s raised by party committees under federal and state rules for purposes of
influencing state or local election contests. Last December, when the Commission met
on this subject, it was preoccupied by the question of federal pre-emption. Staff wrote to
the Federal Elections Commission (FEC), and the F.E.C.’s response was that the
Commission should have a concrete regulation on the books before the FEC could
comment on whether it was preempted by federal law. As a result, staff is here to present
Regulation 18530.3.

Mr. Woodlock stated the memo explains that staff and representatives of the political
party committees seem to disagree on three principal areas. The first bone of contention
is whether Section 85303(b) limits contributions to these committees’ Levin funds
accounts. The second controversy is whether a party committee should report certain
payments as transfers of individual contributions from the contributor’s federal account
to the state account with contributions allocated among individual contributors to the
federal account. This is the part that parties especially do not like. The parties argue in
sum that the federal accounts are federal committees and they cannot be forced to itemize
contributions and contribution sources under state rules simply because they are federal
committees and they report under federal rules. They are willing however to report the
amounts that are spent, i.e., the amounts that federal committees invest in state and local
campaigns but do not want to itemize the source information. Staff’s response to this is
that under existing law any federal committee that receives $1,000 or more in
contributions for use in state or local contests or that makes expenditures of $1,000 or
more in state or local contests becomes a state committee under Section 82013. There is
no exception in 82013 for federal committees and what the parties are asking for is an
exception to that statute which Staff does not think the Commission has authority to
grant. Third, there is a question whether state allocation rules should be required on state
reports when federal rules lead to inaccurate allocations.

Chairman Randolph questioned what the Commission has been doing the last thirty years
if 82013, the definition of a committee, is not a creature of Prop 34 and it’s not a creature
of the changing federal rules in this area.
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Mr. Woodlock responded that his understanding is the Commission has always treated a
federal committee as a person as defined under the Act, and as such, if that person
involves itself in state or local election contests they become a committee just like any
other kind of person. In other words, there is no exception for this. He added that he
looked the previous day before at a matter that was taken up in 1994, relative to
Congresswoman Roybal-Allard. At that time Ms. Roybal-Allard wanted to make
contributions from her own congressional campaign funds to the “No on Prop 187
Campaign.” He stated that campaign was back in 1994 and was a very important and
controversial ballot measure. This gave rise to a debate about whether Ms. Roybal-Allard
could be required to report as a major donor to the “No on 187 Campaign”. It was argued
that the state was preempted from treating her in that fashion by federal law. The
proponents of Roybal-Allard’s position argued that any expenditure of campaign funds
under federal law that did not violate the personal use statutes was presumptively for a
federal political purpose. Federal Law occupies the area of spending in federal
campaigns so the argument went that any expenditure of Federal campaign funds that
didn’t violate federal personal use statutes was presumptively for a federal political
purpose and was therefore beyond the reach of state law regulation.

Mr. Woodlock continued by stating that the Commission wrote to the FEC on this point
twice. He quoted a single sentence that was contained in the letter, drafted by then Staff
Counsel Hyla Wagner, who wrote to the FEC on this point. “A congressional candidate’s
committee is treated no differently than other major contributors to state campaigns under
California Law.” The FEC did not find that the Commission was pre-empted from doing
that at the time. What was being discussed was a major donor committee under 82013(c).
What we are fighting about now is whether the parties can find an exception for political
party committees under 82013 (a), (b) or (c). The first question is not how hard it is or
even whether federal law would pre-empt it now as it did not do twelve years ago.

Chairman Randolph asked if Ms. Roybal-Allard had asked the FEC as well.

Mr. Woodlock stated that he believed it was Ms. Roybal-Allard who asked the FEC and
the Commission opposed it. The real fundamental question here is whether the
Commission has the authority to say that 82013 or 85303(b) contains language that
permits the Commission to forget about political party committees if they’re federal
committees. That is where the Commission should start when the Commission entertains
public comment. Mr. Woodlock further explained that Staff does not see it in the statute
and stated he was sorry for that because Mr. Bell had sent the Commission a regulation
which was attached. Mr. Woodlock added that he believes Mr. Olson agrees that it is like
the regulation they would like to see. Staff’s own draft regulation is the same as the
regulation they had presented before so the Staff may appear intransigent. Staff would
like to find grounds for a compromise if possible, but Staff does not see how the
Commission can not implement what the statute says. Staff does not see a statutory
ground for compromise on these points. He stated that’s where the Staff is and that both
parties seem to have their positions set in stone. The Commission has been talking too
much about pre-emption and how hard it is for these committees to file state forms. What
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needs to be discussed is where the authority is for departing from past practices and
essentially granting exemptions from committee status under 82013.

Commissioner Downey stated that he had come to this discussion today setting aside the
pre-emption question and added that it is going to take care of itself down the line if the
Commission does anything. Commissioner Downey stated he wanted to hear from both
Staff and regulated parties more about how difficult this regulatory scheme that staff has
proposed is going to be for the regulated community. The pre-emption issue is very
interesting but he wasn’t sure that’s where they needed to be that day and stated

Mr. Woodlock would agree with that.

Mr. Woodlock stated that he agreed. The logical question is whether the Commission
even has statutory authority to move in the direction that the parties want it to move in. It
is important to understand how hard it is for the parties, but the Commission does have
the logically prior question which the parties have really not addressed.

Commissioner Huegenin stated there was a matter he wished to have addressed. The
political parties or any committees or PACs for that matter, collect funds. They expend
them for political purposes to see to the election of candidates or the passage or defeat of
ballot measures or the opposition to a candidate. Those expenditures are in the nature of
hiring consultants, buying door-hangers, as in the case of the Boling Letter, and various
other things. To the extent that there is a quarrel about how much of those monies must
be accorded status of federal and how much are state, we can resolve that quarrel with
some sort of formulation. The real question is when the political parties report this, as
Commissioner Huegenin understood the proposed regulation, the Commission is asking
them to go back essentially two fiscal years to list all of the persons who made a
contribution to the party and to disclose all of those names as people who had some piece
of making the expenditure. There is no way to track a contribution to a party, for
example, if one were made against the party’s use of the money in these finite
expenditures that get reported on their report. One could do a first-in, first-out or a last-in,
first-out, but those are all fictions. If somebody is trying to measure whether one has
participated beyond whatever the limits are on their ability to make contributions in that
matter, there is no way to do that. Even with the report that is being proposed.

Mr. Woodlock responded by saying that the Commission should recall that this is not a
unique scheme that Staff has dreamed up. Allocation and reporting of contributions is a
well established procedure under both state and federal law. The problem here is what the
parties are disputing is the use of state allocation rules instead of federal allocation rules.
There are two different sets of rules. In effect, what they are arguing is that if they report
unto Caesar in Washington what Caesar wants to hear, they should not be required to
report unto California what they really spent in California elections.

Commissioner Huegenin questioned that even setting that aside for the moment, even if
they do report a different amount to the state as one does on their state income tax as
compared to federal income tax, what are they reporting to the Commission? Are they



[Unapproved and Subject to Change]

giving the Commission the individual names of everybody who made a contribution that
might get to the state calculated amount and if so, what does that tell the Commission?

Mr. Woodlock explained they are allocating certain expenditures among certain
contributors. He referred to it being described earlier as a kind of fiction and agreed it is.
He stated it is an accounting fiction but it does have real consequences. For one thing,
when they identify specific contributors with specific expenditures when the expenditures
are subject to contribution limits, this limits the amounts that these identified contributors
can later contribute. He added that when they identify and allocate by whatever formula
through specific contributors, it gives the voters some sense of who is behind this
expenditure. In some cases that may not tell the voters anything, but there may be interest
groups or other well known people who turn up on the state reports. This kind of
information is always of critical value to voters who are trying to decide who is behind
the measure or who is behind a candidate.

Commissioner Huegenin asked if it is sufficient just to have a list of those contributors
without identifying which ones in particular contributed which amounts to which items of
expenditure which were actually made. He stated his point was that when the number of
contributors that the political party committees have, it’s not like the Roybal Committee
where there is very limited and particular identification. These are committees that funnel
thousands of contributions and the idea of trying to comb back through those
contributions and identify specific amounts or portions of those contributions seems to be
to try to dig the needle out of the haystack. He questioned what purpose this served.
What do we know when we look in the window and see all these contributors? He stated
he was uncertain what the benefit is.

Mr. Woodlock responded by pointing out what was previously said, that it is hard to
identify individual contributors with individual expenditures, and why is there a need to
anyway when we have a list. They do not want to give us a list. They want to have the
committee itself identified as the contributor. The Commission does not get a list. What
they’re saying is we can go to the federal reports and figure it out there.

Commissioner Downey asked if the federal committees already have to allocate their
contributions to the federal expenditures because there are, after all, federal limits.

Mr. Woodlock confirmed that is correct.
Commissioner Downey continued on to state we wouldn’t be asking these federal
committees to do something they haven’t already been doing, that is allocating

contributions to expenditures.

Mr. Woodlock stated they do the same thing under both federal law and state law. They
just don’t want to do it in this particular case.

Chairman Randolph asked if there were any other questions before hearing public
comment.
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There were no questions.

April Boling explained that she is still very concerned about this whole notion of this
level of detail back to the contributors coming through, and there are several reasons for
that. First of all, in the staff report one of the assertions that was made is that you really
need to know whose money this is because someone might be in excess of the $27,900
contribution limit. She stated she believes it is important to remember that this question
started, if you refer to the Boling Advice Letter, it was a door-hanger. The door-hanger
had federal candidates, candidates for state elective office and candidates for dog catcher
and school board. When we have this sort of virtual deposit coming back from the
federal to the state, which is really what we’re talking about when we talk about a
contribution coming back that’s going to be allocated to a bunch of people, if it’s a virtual
deposit one could certainly virtually deposit either into a general checking account under
that new regulations or the restricted one. She questioned how it is known when the
payment is made for this door-hanger that Mr. Smith, maybe Mr. Smith gave $27,900 and
we deposited into the general account. Now there is going to be another $114.00 from
Mr. Smith that somehow is attributed back to this door-hanger, she suggested that if it is
real cash coming in, she would put it into the restricted account anyway. It’s not as
though there is anything being violated in excess of the $27,900.

Commissioner Downey stated that there will not be carte-blanche on whom and what
goes on the door-hangers if the Commission adopts the format of staff’s
recommendation. There will be a formula that states how it can be done, but not
completely broadly choosing among contributors. You will either go LIFO or FIFO.

Ms. Boling stated it is worse if it is a required allocation because then she would be really
setting some people up. She could always point to the regulation and state she didn’t do
it, the State made her do it. What you will get on the reports isn’t going to allocate these
things back to a particular measure; it’s really coming back to an overall expenditure.

She continued that the other part that she finds troubling is that if one is about to do a
door hanger and the Commission is asking whose money from the federal money is
behind the door hanger, that is one question. If it is asking whose money is behind the
door hanger for candidate A, candidate B and C, now we have a completely different
question. She stated she just did not see that it was workable.

Chairman Randolph asked staff to comment.

Mr. Woodlock stated the Commission does not care. All of our regulations ask is that you
depart from the federal rules if the rules are inaccurate. Our only interest is accurate
reporting of how much is spent on the state campaigns. Allocation of contributions is a
fact of life in both the federal and state rules. When we say we want allocation among
individual contributors, not only are we consistent with the normal treatment of these
kinds of expenditures under state law; we are treating this movement of money as a
transfer of contributions from point A to point B which enables the parties to stay in
business. They would quickly be shut out by contribution limits if they want to be the
sole person identified as a contributor. Finally, he stated, staff is just as concerned on the
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problem of inadvertent violations. That is why we have subdivision (c) in this regulation
which purports to address this problem of inadvertent violations by saying nobody who
has been allocated, whose money was not earmarked, will be charged with a violation of
85303 (b). He continued that if there are additional problems with additional kinds of
inadvertent violations, such as for major donor rules, we’ll include that as well. This is
not something staff is not sensitive to and we’ve addressed it.

Chairman Randolph questioned an odd situation where if someone is searching for a
contributor, they’ll see they made “X” donations in “X” state or local races and they’re
also designated as making a contribution pursuant to these rules. When added up and the
numbers do not match because they’re reporting as a major donor if they reach their
limits in the state and local contexts but they will they have this phantom contribution out
there?

Mr. Woodlock questioned how this is different from what goes on in normal state and
federal practice of allocating contributions. This is not a new concept; it’s something that
takes place in most every federal and state jurisdiction in the country.

Chairman Randolph asked how Option 1 relates to the rest of the reporting issues. She
questioned if Option 1 is completely separate from Option 2 and Option 3.

Mr. Woodlock answered that Options 1, 2 and 3 are separate and distinct. He explained
that Option 1 seeks to make it clear that if someone donates $27,900 to a party committee
and it has a Levin Fund account, they can’t then donate another $10,000 to that same
party committee’s Levin Fund account when it’s earmarked for the very same purposes
that you made the $27,900 contribution.

Commissioner Downey asked if that purpose has to specifically be to support or oppose
candidates.

Mr. Woodlock answered yes and stated it is the limited reach of 85303. He explained
since the parties have insisted they can contribute to the committee and the Levin Fund,
and the Levin Fund is not subject to state contribution laws, he believed it reasonable to
assert the principle that “yes it is,” and that’s why it’s here.

He stated the last phrase is new and it was added because the parties were asserting
contributions to Levin Funds were completely separate and apart from any state
contribution limit. We’re hoping to make it clear in the regulation to the extent that the
contribution to the Levin Fund is made for the very purpose which is limited in 85303.

Chairman Randolph referred back to another topic in which the parties don’t attribute
back to contributors that it will just be a contribution from the federal party to the state
party. She asked is that is a given or could it just be a transfer of contributions from the
federal party to the state party.
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Mr. Woodlock stated he was not sure. He stated there was a dichotomy here. It could be a
transfer of contributions from other contributors to the federal committee or it could be
simply a contribution by the committee itself. He stated by implication, if you’re going to
call something a transfer of individual contributions, evidence would be expected that
there are actually individual contributions that are being moved. He stated it’s hard to
imagine that something could be described as a transfer of individual contributions and
not be required to show that they really are individual contributions given by discreet
persons.

Chairman Randolph asked for any public comment.

Lance Olson, representing the California Democratic Party, stated that federal law has
imposed upon political parties certain basic requirements in terms of how they fund basic
activities. They changed the rules with the Bipartisan Campaign Reform Act, BCRA.
They federalized many of the activities that traditionally were thought of as non-federal
activities including direct support of non-federal candidates, state and local candidates.
There’s a myriad of methodologies that can be used as examples. If one is putting out a
mailer, broadcast communication, hiring staff, each one of those is regulated in a
different way by the FEC. He stated his concern is that the FPPC is now doing the same
thing.

Mr. Olson went on to use an example of Employment of staff, no small matter
particularly for the state parties and in an election year. The FEC has three rules for how
you pay for staff depending on the percentage of time they devote to “influencing federal
elections”. If they spend no time influencing federal elections, then we are permitted and
required to pay them 100 percent non-federal funds. If those staff were working directly
in an assembly or senate campaign, they’d be paid out of the Candidate Support Account.
If that same staff person were to devote between 1 and 24 percent of their time in
influencing federal elections, then they would have to be paid under the FEC allocation
formula. If they spend 25 percent or more of their time influencing federal elections they
have to be paid 100 percent out of the federal account. It is possible you’d have an
employee who was devoting 50 percent of their time influencing federal elections and 50
percent of their time working in an assembly or senate campaign, under the FEC rules
they would have to be paid 100 percent with federal funds. He continued both the staff
and the Bell alternative would have that activity disclosed as expenditures by the state
party, which 50 percent of that employee devoted to that particular assembly or senate
candidate. It would be disclosed as expenditure that the federal committee made in
support of that particular candidate. Imagine the party hires hundreds if not thousands of
people in the final days of an election. What the FPPC is asking us to do is figure out the
allocation for purposes of who is supporting what candidate and put that on a schedule D
at the appropriate time or maybe file a Late Contribution Report. The FPPC is also
asking us to go back and apply these various formulas to the contributors who have given
money to a federal candidate. He stated that is an extremely complex problem and will
be extremely difficult and burdensome for the political parties to do so. He stated that he
believed the dialogue between Mr. Woodlock and Commissioner Downey over
allocations was incorrect. He stated that federal committees file monthly. It’s more
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frequent than state law and it’s online at the FEC. He stated he did not know what was
gained by trying to figure out that one of those federal donors may have indirectly paid
for some expenditure that influenced a non-federal election. If it’s disclosure, essentially
that disclosure already exists and exists online.

Chairman Randolph asked about the staff’s response that allocation happens all the time.
She questioned how this is any more difficult.

Mr. Olson responded that in terms of allocation of contributions, he only knows of one
circumstance where it occurs. He stated he did not know if it happens at the federal level.

Commissioner Downey stated he meant to say “expenditures” and probably said
“contributions” earlier by accident.

Mr. Olson stated it’s been mentioned a couple of times that it’s a common practice and it
just doesn’t happen at the federal level. He stated the only circumstances he was aware of
is the one that Mr. Woodlock referenced: a federal committee that comes to California
and starts making contributions, you have this rule, the one-bite rule under your
definition of contribution that says any committee that makes contributions here then
becomes a recipient committee. That’s the once circumstance and a very limited
circumstance. He stated to him it goes to the question of authority. Mr. Woodlock raised
the question what is the authority to do this? You actually exempt federal candidate
committees from FPPC’s rule and treat them as major donors. You do not treat them as
recipient committees as you would the political party. FPPC already have an exception
in your interpretation of your rules with respect to federal candidates. The filer would not
be required to file as a recipient committee or is not required to disclose the contributors
to their committee. He stated he believes the Commission already has a big exception.

Chairman Randolph asked if you’re not allocating back to contributors then what are you
doing. Are you transferring to the federal to state and if so why doesn’t the contribution
limit apply?

Mr. Olson responded by saying he would not treat that as a contribution from the federal
committee to the state party for purposes of contribution limits.

Chairman Randolph asked if it’s an expenditure of the federal party.

Mr. Olson stated it was. He went on to the issues of Levin Fund limits applying to the
85303 limits. He stated that the word “earmark” doesn’t appear in the proposed
regulation so Commissioner Downey’s three examples would be governed, not just the
second one.

Chairman Randolph stated it doesn’t use the word earmarking but it does say for the
purpose of making contributions.
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Mr. Olson stated that as he understands earmarking, it means an understanding that at the
time | made my contribution, that it would be used for that purpose. He stated there were
some advice letters defining the word “earmarking” and there is an understanding it will

be used in a particular way.

Mr. Olson explained this all began because he asked for advice a number of years ago on
whether Levin funds were reportable. He finds himself here fighting a regulation to
impose all these additional regulations on the party and still do not have an answer to
whether Levin funds are reportable. He stated that at least the Bell regulation does
address what do we do about Levin funds, how we treat them as major donors and
addresses the expenditures that are made from the federal committees. He continued that
in his opinion, it is the big and important piece of what the Commission should be
concerned about: limits and knowing where we are spending our money.

Mr. Woodlock stated it was no surprise that the Democratic Party is thrilled with the
regulation that the Republican Party would propose but they are not so happy with Legal
staff’s. He explained that 82013 has three subdivisions which provide for the creation of
a recipient committee, independent expenditure committee, and a major donor
committee. It applies to any person or group of persons. The political party committees
are persons under the Act. How is it that they can raise and spend money in California
over $1,000 threshold in 82013 and not become subject to the normal state reporting rules
and contribution limits? Mr. Olson hasn’t really told us what he’s done, he’s cited some
staff created anomaly for a major donor committee. Maybe staff got that wrong, let’s
think about that too.

General Counsel Luisa Menchaca stated she wanted to clarify on the issue of the Roybal-
Allard and the question of authority with respect to a major donor committee. The staff
did not create an exception. With respect to that, we are dealing with a candidate who has
raised money to run as a federal candidate and has a federal committee. As part of his or
her political strategy, they would like to make a contribution in a state election. The
source of the contribution is the federal candidate and if they make an expenditure or
contribution of $10,000 or more, they qualify as a major donor under the statute.

Chairman Randolph asked if that conflicts with the whole “one bite of the apple” rule.
You have money, you have received it from contributors, and even if they didn’t
originally give it for the California political purpose, if you then use if for the California
political purposes, then the next step would be to look at all those contributors.

Ms. Menchaca stated that in the federal committees you have federal contributions made
to the federal election itself. You’re not even undertaking the analysis at that point, it’s
whether these are state contributions or not. They’re money that the federal committee
receives in the conduct of its federal activity. The staff is not creating an exception from
our viewpoint. This would be different in terms of the analysis of committee in that the
federal parties are collecting money that is earmarked for state candidate activity. You
look at the source, which is the source of this contribution that ends up in this state
election, and you do that, you end up limited to the cumulative contributions in terms of
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the committee itself and the lower level of activity that can occur as a result of the
contribution limit. The other way you get greater activity but you have to deal with the
allocation. Staff does not view that in terms of creation of any kind of exception.

Mr. Woodlock stated that if it were an exception, if it’s an improper exception we can
consider that question again. The political party committees in the state are general
purpose recipient committees. The federal political party committees would be the same
thing if they started raising money to spend on California elections. He questioned if they
do that, where is their authority to say, looking in the statute, that we will treat everyone
else as a recipient committee if they engage in this conduct but not a political party
committee. That’s the question the political parties raise when they’re proposing the Bell
regulation which exempts them from some of the reporting requirements that any other
organization would be subject to for the same conduct. That’s the authority problem we
have. We have to solve that part of the problem before we go onto the wisdom of the
regulation. He questioned if there was an easier way to impose these informational
requirements on the parties, for example. Before we go there, we have to ask ourselves do
we have the power even to concern ourselves.

Chairman Randolph asked Mr. Woodlock if he had a response to Mr. Olson’s point.

Mr. Woodlock stated Mr. Olson is saying that it is too hard for the professional party
treasurers to get the information and wants the public to access the federal website and
figure it out for themselves.

Chairman Randolph stated she believes what Mr. Olson is really saying that staff wants a
fictional rundown of a structure for those contributions. His argument is that that does not
help us because it’s a fiction anyway.

Mr. Woodlock referred to the state rule as — you have a pot of money, and 10 people
contributed to it and a certain amount of that money was spent on a certain activity.
We’re talking about a fungible item here: money. People have poured money into a pot
and they start taking it out. If you are a contributor of 10 percent of that money we will
look at the proportional representation of each contributor in that fund. When a portion of
that fund is spent, we will attribute the allocable portion to each contributor. If you spend
a $100 out of that fund, having 10 donors, one donor contributed 10 percent, you say that
contributor was behind 10 percent of that expenditure or contribution. It’s an accounting
fiction but it’s a prevalent one because when you’re dealing with money coming from
several sources into a fund, money is fungible. It is no longer possible once it’s
commingled to separate back out again the contribution of each person. The only rational
way of dealing with it is proportional representation.

Mr. Woodlock addressed the question of why the Commission cares who is behind any
given expenditure. He stated the Commission does care and this is why we have these
types of reporting rules in the state. This takes us back to the authority issue because we
have rules like this for everyone else in the state and the parties want to be exempt from
it.

10
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Ms. Menchaca stated this is one of the frustrating things for both the staff and members
of the public. There are a number of things that are important to staff but not to the
public. It is a shame that the FEC did not choose to ask the Commission to draft a
regulation because the regulation that Mr. Bell submitted is actually the type of regulation
staff would consider if the FEC came back and said you’re pre-empted. You must find
some other way to make this work. Without that the staff feels this proposal is
appropriate unless there was a statutory amendment to change it.

Chairman Randolph stated these are contributions to federal committees and expenditures
of a federal committee.

Ms. Menchaca replied that the federal activity is reported pursuant to federal rules.
Chairman Randolph stated there is nothing analogous to this.

Technical Assistance Division Chief Carla Wardlow stated that in prior meetings

Ms. Boling testified that when money would come into her political party committee, she
decided which account to put it into. In most cases the contributor is not designating
which account, federal or state, that the money goes into. It is not as clear as the donors
making these contributions to the federal account.

Commissioner Remy asked Mr. Woodlock to expand on the single contribution limit of
$27,900.

Mr. Woodlock responded that if we treat a transfer of money from a federal account to a
state account as a transfer of contributions by numerous individuals from one account to
the other, you can have several more such transfers. However, if you engage in the fiction
that it’s really not a transfer of money that other people gave you but it’s your own
money, you are treating yourself as a single person with only one contribution limit.

Commissioner Remy questioned if this was the Bell Proposal in the draft.

Mr. Woodlock stated that would be the implication if the party considers itself to be the
source of the money and no one else.

Commissioner Remy asked if we would then file an enforcement action at this time.

Mr. Woodlock responded that if we get to that point and the party is being treated for all
other purposes as an individual person, then that party would be subject to individual
contribution limits.

Chuck Bell, of Bell, McAndrews, and Hiltachk, stated he believed there is some
misinformation here and they have come up with a proposal that concedes some points
with respect to preemption and would be helpful in moving this along. He stated staff’s
approach complicates things needlessly and that is why another approach should be

11
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looked at. He stated he associates himself entirely with Mr. Olson’s remarks and the
Zackson letter was good.

Mr. Bell responded to Ms. Wardlow’s point by saying they do not allocate the money on
their own. He stated they specifically solicit money with the contribution solicitation that
discussed what they can take, where it can be placed, what the limits are for different
federal and non-federal accounts, and even say that people who give in state elections
have to file major donor reports. We are trying to ensure that when a contributor writes
one check or several checks that they know exactly what has been solicited and where it
is to go and how it is compliant with the contribution limits. He stated that authority on
the “one bite rule” is the Commission’s regulation and interpretation of a particular
circumstance in which a non-political committee made expenditures over a period of
time, the latter expenditures would be attributed as if that non-political organization were
a committee. It’s derived from a statute and is an interpretation that could have been
written differently. The point of the Roybal-Allard letter is that the Commission did come
face to face with the FEC on that and took the position that it would not treat a federal
campaign committee that had solicited money for a federal purpose, but used it in a state
election as a recipient committee.

Mr. Bell explained his next point on authority was that his proposed regulation is the only
one that specifically relates to authority. In each provision he tried to say that if you have
a certain type of expenditure under a specific provision of federal law that is functionally
used for state political purposes, then it will be a contribution, expenditure, or an
independent expenditure. He believes there are strong tie in his regulation to particular
activities and what they would be deemed contributions, expenditures, independent
expenditures under state law.

Mr. Bell stated his third point was referring to Levin money. Levin money was a creation
of the Bipartisan Campaign Act. They federalized things that we had been allocating in a
certain way. Only federal money can be used to pay for those; federal Levin funds are
typically for things like what we have considered in the past non-federal share of voter
registration, get out the vote and generic party activity.

Commissioner Huguenin concurred with Chairman Randolph’s general suggestion
relating to the elimination of Options 2 and 3. There is the one approach taken in the
draft submitted by Mr. Bell and a rather different analytical approach taken in the draft
from Staff. Commissioner Huguenin sensed an interest, from both Staff and the
regulated community, relating to possible conversations among the staff, Mr. Bell,

Mr. Olson, and anyone else interested in reaching an agreement relating to a method of
approach or some actual language for a regulation that would omit Options 2 and 3.
Commissioner Huguenin offered that, relating to the reports needing to be made in
conjunction with the combined state and federal November election, people would be
requesting guidance about what to put in those reports.

Commissioner Downey’s primary focus was to resolve his indecision on whether there
would, indeed, be difficulty on the part of reporting parties to comply with Staff
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formulations. He believed there would be. He was persuaded by the remarks of

Ms. Boling, Mr. Bell, and Mr. Olson that it’s another layer of difficulty to impose on the
regulated community. He stated there was good justification in staff’s recommendation
to try to get at the true source of the money that’s supporting a candidate or measure in
California. He would like to see reporting and was perplexed by the question raised by
Mr. Woodlock, even if Mr. Bell’s approach were to be adopted. He questioned whether
the political parties would be subject to contribution limits if they are, in fact, the
contributing parties and not the contributors behind the parties, adding that Mr. Bell
spoke about that, but he couldn’t quite understand how one would get around that.

Mr. Olson defined “preemption” as when federal law states that federal committees of
political parties have to spend a certain amount of federal money which directly
influences a non-federal election (e.g., supporting a non-federal candidate) and, being
required to do that, the Commission then cites that the law has been violated because of
an excess of limits.

Mr. Woodlock stated that his understanding of federal law was that the Federal Elections
Commission is interested in removing soft money from federal election campaigns -- to
limit the use of Levin funds in federal election activities to the kinds of activities that
were traditionally appropriate for soft-money expenditures. For example, one cannot use
Levin funds to fund an advertisement that urges support or opposition of a clearly
identified federal candidate.

Mr. Woodlock stated that, on the other hand, the Federal Elections Commission does not
care about state candidates, so one could use Levin funds to run an ad urging support or
opposition of a clearly identified candidate. Although it is not a problem at this moment,
Mr. Woodlock stated that federal law requires certain expenditures whenever one is
making a federal expense. When in doubt, federal law requires that more federal money
be used than state money.

According to Mr. Olson, if the California Democratic Party broadcasts a television ad
urging people to “vote for Diane Feinstein and vote for Phil Angelides — candidates for
U.S. Senate and Governor,” the federal rule in BCRA states this ad must be 100 percent
federally funded. If a regulation is adopted that imposes limits on how much the party is
receiving from its federal committee, that is clearly preempted. To report that as an
expenditure supporting Phil Angelides, and it is an in-kind contribution or a monetary
contribution from the federal committee, clearly in excess of $27,900, it cannot be done.
In Mr. Olson’s opinion, that would be “preempted.” There are letters that deal with
contribution limits where the FEC has said that the state cannot impose a rule that would
limit what federal law allows.

Mr. Woodlock agreed adding that is part of the reason why the federal party is not treated
“as a person.”

Mr. Olson’s response to Chairman Randolph’s suggested alternative of going back and
allocating to federal contributors was that the whole “one bite” rule was a creation of a
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regulation adopted interpreting a statute as to what a contribution is and that adopted rule
has actually now been carved out as an exception for federal candidate packs. They are
not subject to the “one bite” rule under the Commission’s interpretation. Mr. Olson
added he did not see any trouble with the Commission, who has complete authority under
their regulatory powers, interpreting “contribution” through their contribution regulation
and specifying in the regulation that it was not a contribution from a federal political
party, just as the Commission has exempted federal candidates.

Chairman Randolph recommended Mr. Olson review Mr. Bell’s draft, think about any
concepts in his own draft that need to be included in Mr. Bell’s draft, and come up with
something to propose for adoption in December.

Ms. Menchaca and Mr. Woodlock agreed to meet with Mr. Olson, as well as with anyone
else, to discuss this very difficult issue.

Mr. Woodlock introduced the second part of Item #14, Regulation 18534. Mr. Woodlock
stated that Staff had offered some suggestions, but would welcome any better
suggestions. Regulation 18534 also grows out of the contribution limits of Section
85303, but is broader in scope as it does not apply only to political party committees.
The problem being dealt with in this regulation is that Section 85303 limits contributions
made for a particular purpose, but no other contributions made for any other purpose at
all. The problem is to find a way to segregate funds contributed for the purpose limited
by this statute from other funds not limited by operation of the statute. Generally,
everybody seemed to agree this was a good idea, but the devil is in the details. Options
are not set out in this regulation as in the last one to identify points of contention which
can be taken out or put in. Mr. Woodlock then proceeded to go through some highlights
of the problems that existed, suggestions the Commission had made at its last meeting,
and Staff’s attempt to solve those problems. First: the naming conventions — how does
one name these accounts — assuming you’re going to have two different kinds of account?
The thought was that consideration should be about a “general account” as an account
that could be used for any purpose. Working with this at the staff level, a consistent
confusion was found because “general,” to some, meant money from any source, i.e.,
unlimited money, while to others, it meant money that could be used for any purpose. It
was realized that if a single word were to be used here, half of the population would
interpret it to mean that it refers to “purpose,” and the other half would interpret it to
mean that it has something to do with “source.” This appeared to be a serious problem.
The decision was made to adopt a naming convention whose meaning would clearly be
interpreted as one talking about a “source” or a “use.” Staff came up with two proposals:
(1) “all-purpose” and (2) “restricted-use” accounts -- thought to be intuitively easier for
people to understand. Mr. Woodlock suggested Staff is open to taking suggestions on
other names if the above-mentioned proposals are not good ideas, adding “[t]his
shouldn’t defeat us.”
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Mr. Woodlock said that at its last meeting, the Commission was concerned about
minimizing the impact on small committees and, in particular, that Staff would take care
to not require committees to have two, three, or more accounts. Under this regulation
there is no requirement for any particular kind of account. However, Staff thinks that
most committees, especially small committees, will want a single, all-purpose account,
because these are committees that will not typically be taking in huge amounts of money
that would be over the contribution limit. Mr. Woodlock suggested they can take all of
their funds, throw it in this all-purpose account and use it for “anything under the sun,”
making life easy for them. However, there are practical considerations which suggest to
Staff that some of these committees are going to need a second account to prevent
commingling of limited funds with unlimited funds. Mr. Woodlock stated Staff had to
develop a rule which states one cannot take money out of a restricted-use account and
transfer it into an all-purpose account. Without this rule, one could be taking money
contributed without reference to the limits and placing it into an account set aside for
monies contributed under the limits. The Commission had previously supported this
thought at its last meeting. It seems like a pretty obvious anti-commingling feature.

Mr. Woodlock added, “[i]f we have that feature, then that means that the small
committee, which thinks it can get by with a single all-purpose account, is going to be
stuck when somebody wants to make a donation out of a restricted-use account. They
would have to go out and open their own restricted-use account to take that money in.”
It’s a practical problem which, regardless of how these committees are named, will
continue to come up as long as there is a requirement on segregating the two kinds of
accounts and not allowing monies to flow back and forth between them.

Mr. Woodlock continued that there was some dispute at the last meeting from the
political parties, again, who argued to flip Staff’s positions, that the Commission lacked
authority to promulgate a rule that prevented commingling of funds from these two
different accounts. The political parties pointed out that the statute does not say that and
so it cannot be done. Staff’s position is that an obvious anti-circumvention measure is
certainly imposed by in the statute and so Staff does have authority.

Mr. Woodlock advised that this regulation permits splitting of over-limit contributions on
the day of deposit — a suggestion made by Ms. Boling at the last meeting that Staff tried
to incorporate. These was also a request that the 14-day transfer period in subdivision (c)
be expanded to 30 days. Staff looked at the regulations and thought that was probably a
bad idea for two reasons: (1) How much does one gain; if making a deposit on day one,
can’t it just be taken out the same day? Why are 30 days needed? (2) there are other 14-
day action provisions very similar to this and Staff is afraid that that would cause
confusion.

Basically, in subdivision (d) of this statute and also in 18531(b), there are provisions that
call for return of excess contributions, all within 14 days, so a track record has already
been established that one has 14 days to handle these problems. Staff was concerned that
introducing a 30-day period for one of these similar kinds of problems would cause some
people “heartburn” and perhaps be cause for some inadvertent violations that aren’t really
necessary.
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Chairman Randolph pointed out language on page 1, line 10, and then again on line 22
which states: “Checks drawn must include the name in the title of the account printed on
the checks.” She thought it would be better to mirror the language on page 3 which
states: “A check with the proper designation of the account on its face.” Her rationale is
that if one doesn’t happen to have printed checks for that account or had old checks
needing to be used, one can write information on the face of the check that “this is from
your all-purpose account or your restrict-use account.” As long as that designation is on
the face of the check, that would seem to be enough, since it was enough on page 3.

April Boling commented that “all purpose” vs. “restricted” are perfectly good terms and
work fine for her. Her concern is not what the accounts are called, as long as everybody
is using it the same way and the definitions are understood by all.

Ms. Boling had no complaints about this concept, but had questions relating to paragraph
(b), about having 14 days to go from one’s restricted account to the all-purpose account.
She suggested that language be written in such a way that one would have 14 days to
“make the pot right,” whichever direction it is going. She stated this is because many
small committees will accept credit cards, and if one is going to try to have incoming
credit card contributions going into two different committees, one will be faced with the
charges and “everything else.” Most small committees will, in fact, have their all-
purpose account and may, from time to time, need to open, and then maybe subsequently
even close, their restricted-use account. Because of this, Ms. Boling felt it would be nice
to have it set up such that one’s incoming credit card contributions could go into his/her
all-purpose account and then anything in excess of the current $5,600 could transfer the
other way. She stated, “I don’t think there is any great value in having this transfer only
go one way so long as — and as it says here — ‘you get to the point where nothing in the
account exceeds the maximum allowed by law.’” In this case, an amount is going from
the restricted to the unrestricted -- a transfer made will not constitute a contribution in
excess of the limits. Ms. Boling did not believe one would purposefully make a transfer
of monies that would end up in excess of the limits.

Ms. Boling’s next question related to general purpose recipient committees, where the
restriction is $5,600. If she received, for example, a $10,000 check, would she have the
contributor sign something that states “anything in excess of $5,600 is going to be used
for purposes other than election of candidates to state-elect office.” Her understanding is
that that requirement will go away, because line 21 discusses earmarked contributions.
Having received just a general $10,000 contribution, once we get this in place, will we be
able to get rid of that extra requirement? Also, “a contribution that’s earmarked” (top of
page 2 of the regulation), and here we’re talking about someone who has specifically said
on their check that “I want this to be used for a candidate for elective state office” and the
check is in excess of the amount that can be accepted — this is saying that the check has to
be sent back. To Ms. Boling, this scenario appeared to be one that could easily be
remedied with, perhaps, a letter by the donor stating their intention. “Is it really
necessary to send it back, or can they not simply give us something that says, ‘no, I’m
okay now with it being that way.” People write all kinds of interesting things in the

16



[Unapproved and Subject to Change]

memo sections and sometimes it just takes a letter to get it squared away to understand
what they really meant.”

Mr. Woodlock was an *“agnostic” on Ms. Boling’s last point. He thought it was basically
okay, but wasn’t sure how Staff would write that rule in there.

Chairman Randolph remarked it seemed it would be “less clean for auditing purposes.”
And, if one were to go through the trouble of going back to the contributor and saying,
“okay, you need to write something explaining what you wanted,” then, is it really that
much harder to take the next step of returning the check and saying, “okay, can you re-
write the check and give me more information.”

Mr. Woodlock responded he thought it would be difficult to write the rule in a way that
would be clear to all and in such a way that would not muck up the audit trail — this being
his principal concern. Going back to page 1, around line 20, Mr. Woodlock explained the
reference here was to multiple donations, with the discussion being about the “cumulative
effect” — a reminder that the total amount should be considered.

Ms. Boling redirected Mr. Woodlock and Chairman Randolph to the bottom of
subparagraph (b): “A transfer made pursuant to this subdivision will not constitute
acceptance of a contribution in excess of the limits as set forth in Regulation 18531.”
Commissioner Downey and Chairman Randolph corrected Ms. Boling, stating this quote
was found in subdivision (c); Ms. Boling responded that on her version (printed out
“yesterday afternoon), the letter was (b). Mr. Woodlock became concerned as to what
was “now missing.” Chairman Randolph asked for someone to get the correct version of
this regulation to Ms. Boling.

The differences in the draft were changes made by Carla Wardlow, who added
subdivision (a) as it went out in the package to clarify discussion was about general
purpose committees receiving contributions subject to the $5,600 and $27,900 limits, as
opposed to the types of contributions they were making. Chairman Randolph confirmed
that language in subdivisions (b), (c), (d), (e), (f), and (g) were the same, but just
numbered incorrectly. She asked that the two versions be compared to ensure all
differences had been covered.

Redirecting the meeting back to *“a transfer made pursuant to this subdivision”,

Ms. Boling did not agree that this language was not referring to totals, but rather referring
to the time when one has money in his/her restricted account. The sentence, she states, is
confusing in that it is saying that a transfer would not constitute acceptance of a
contribution in excess of the limits. Commissioner Downey agreed it was both redundant
and confusing because earlier it states one could make the transfer as long as the total
amount deposited does not exceed the limits.

Ms. Menchaca advised that, in various parts of this regulation, Staff was trying to

incorporate language that matched up to Regulation 18531 which states when one accepts
contribution limits, one only has 14 days to correct that. Staff wanted to ensure the

17



[Unapproved and Subject to Change]

people knew that and so they would have to comply with both. She suggested perhaps
making that a separate regulation and recommended going back to Regulation 18531 to
ensure compliance is being met versus the reference at hand, which appears to be a
source of confusion. Chairman Randolph agreed and asked that it be removed or an
alternative proposed that is less confusing.

Ms. Boling restated her issue relating to credit card contributions starting out in one’s all-
purpose account. Page 1, subparagraph (c) refers to the ability to, within 14 days, be able
to move money from one’s restricted account to the all-purpose account. This paragraph
does not allow movement from one’s all-purpose account to the restricted account. The
theory being one is not to be taking over-limit contributions into an all-purpose account.
The problem, however, is with small committees. They do not want to set up the
committee to be able to accept credit card contributions into both checking accounts.
They would like to be able to bring that money, for example, $10,000, into the all-
purpose committee and then transfer the $4,400 within 14 days over to the second
committee to make the pot right. The way this is written, they will not be allowed to do
that. For the smaller committees, Ms. Boling thought this is unduly burdensome. She
believes the goal is to, within 14 days, ensure the $5,600 has been placed into the proper
account and anything in excess of that is not in there. She doesn’t know that it would be
any better to have the money move left to right or right to left, as long as within 14 days
it is correct.

Chairman Randolph asked for input on these comments.

Mr. Woodlock commented that there is a problem with accepting an over-the-limit
amount into an account that is set up especially to observe the contribution limits.

Chairman Randolph agreed saying she thought the entire purpose of this regulation was
to ensure that one’s account that can be used for things not subject to limits —excess
monies always go in there first and are then distributed to the restricted account.

Mr. Woodlock agreed saying if there is a small committee that never anticipates getting
an over-limit check, then it does not matter because it will all go into the all-purpose
because it will never be over the limit. He repeated his belief that there is a problem here
because it creates an exception that defeats the whole rationale of the rule.

Ms. Boling queried if a small committee is having a dinner and receives a $10,000 credit
card contribution, is the committee not to accept this contribution unless it is in the form
of a check? Mr. Woodlock responded that the small committee can set their account to
accept credit card contributions. If the small committee thinks they are going to get a lot
of credit card contributions, and some of them may be over limit, and they don’t want to
incur the expense for having credit card donations to both accounts, let them have the
credit card designation on the restricted use account so that the monies can just go in
there and they can transfer it back out. Ms. Boling did not disagree with Mr. Woodlock
that this could be done. She did restate that smaller committees will, in the course of the
year, perhaps have only two incoming contributions when this will occur. You’re forcing
them to set up a second account for the overage; they may want to spend that out and
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close that account. She believes the practical answer will be that the smaller committees
will simply not accept those credit card contributions because of what it is forcing them
to do by way of the allocation. When the regulation was originally established, as

Ms. Boling recalls, small committees were able move monies back and forth.

Chairman Randolph thought it had always been set up so that when one went into one
committee, it was just a matter of which way it would be set up. Mr. Woodlock agreed,
adding that Ms. Boling is basically talking about re-writing a regulation to allow it to go
both ways in order to accommodate small committees that may have very rare events that
they’d rather not deal with; Staff’s point is that Staff would rather not deal with this. The
fact that this does not happen very often cuts both ways, according to Chairman
Randolph. If on occasion, if someone wants to give you an over-limit contribution,
you’ll have to say, “We mostly accept contributions within the limits because we like to
use them for candidate support, but if you want to give us an over limit, we’ll use the
contribution for other purposes. Could you please do it by check, instead of by credit
card?”

Mr. Bell had two comments: The first comment was that he had done an informal poll of
people with the all-purpose and restricted account language and, unanimously those
people thought it was counter-intuitive to use those terms in that way. The second
comment was that he shared Ms. Boling’s comment and urged that the Commission allow
for some sort of redesignation by letter, adding that The Federal Election Commission
has that and that the language is readily available. He thinks it is helpful and not an audit
problem because if it comes up in an audit, your obligation as a recordkeeper would be to
have that document which specifically says that you can do it. Referring to the ALJ case
(on next month’s agenda), Mr. Bell stated there was a huge amount of confusion among
donors what these accounts are and what the limits are. If this could be simplified and
not have counter-intuitive problems, Mr. Bell stated it would be more helpful.

Mr. Woodlock asked Mr. Bell to send him the language under discussion, so that he does
not find a regulation different than the one Mr. Bell has in mind. Chairman Randolph
asked that Staff include it as “bracketed” language when it comes back.

Chairman Randolph opened for discussion the harder question of the names for these
accounts. She was for all candidate support and non-candidate support. But, the concern
was if you’re supporting a local candidate, which candidate are you talking about and it
seems names have been kicked around.

Mr. Woodlock responded he did an informal poll and found that people could not figure
it out. He believes it would be nice to come up with something that is not counter-
intuitive for Democrats and Republicans. He agreed that what Ms. Boling said was true.
We need to settle on names. Chairman Randolph stated once a name is selected, the
people will get used to it. She does not think it will take that long to get used to having
these names and to knowing what they mean. Mr. Woodlock thinks they should be as
intuitive as possible, but knows it may be impossible to satisfy everyone.
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Carla Wardlow agreed it was counter-intuitive, but thought it was the best way to
describe it as “have the money going out,” and she thought it could be explained in the
manuals and perhaps have a fact sheet placed on the web site defining the terms for
purposes of what money goes where.

Chairman Randolph stated that the real issue is when one is looking at the names of these
accounts, does the name apply to the money coming in or does the name apply to the
money going out. Where it seems counter-intuitive is where people are thinking it’s the
money going in. If Staff can get the people to understand that we’re talking about the
money going out, then maybe people will get it. Chairman Randolph recommended it
should be kept as it is for the adoption phase and if someone else comes up with a better
idea, let the Commission know.

Commissioner Huguenin was concerned about the small committees Ms. Boling doesn’t
represent, but spoke for, nonetheless. He believes it is possible to put some kind of
exception in which permits the occasional movement of money, especially because of the
fact that audit trails exist, particularly with credit card funds, on bank statements. He
stated that the idea that we have to run it into the account that cannot be used for
candidate expenditures is counter-intuitive. He thinks it is going to be counter-intuitive
to the sense of the treasurers of the small committees and they will talk to their banker
about the possibility of taking credit card donations. “The bottom line here,” stated
Commissioner Huguenin, “is that we are not in the business of getting in the way of the
way people do politics. We’re supposed to facilitate that. Our regulations are not
supposed to impair it.” He commented that, in his view, if there was some way to craft
some kind of exception that would permit that, it would be a good thing.

Mr. Woodlock was not averse to that and agreed that the regulations should have some
purpose other than making life difficult for the regulated community. He brought to light
that Staff gets a lot of criticism relating to the length and complexity of regulations. The
regulations get long and complex for two reasons: (1) when there are evolving campaign
practices perceived as misbehavior and where Staff has to keep adding on new
subdivisions as patches to cover up loopholes as they are discovered and abused, and (2)
adding exceptions as everybody comes forward with a sign asking for this or that
exception — every exception being reasonable on its face, but soon you have 14 new
subdivisions. Mr. Woodlock’s concern is always that of a draftsman — how can it be
done cleanly and neatly so as not to muck up the regulation.

Chairman Randolph stated that it seemed in conflict with the whole purpose of the
regulation -- money is put in one pot and then moved to another pot, and that’s the way it
is tracked. Asa committee, that’s the way of ensuring that money is not being passed on
in violation of the limits. She couldn’t envision how one could draft something, e.g.,
“Gee, it only applies to small committees who take these things every once in a while that
we don’t want to impose an administrative burden on,” without it just completely
blowing a hole in the whole scheme.

20



[Unapproved and Subject to Change]

Mr. Woodlock agreed with Chairman Randolph and, for Mr. Woodlock, that’s what
makes it so difficult, in his preliminary thought, to write a rule like that because “it does
sort of say, ‘Notwithstanding everything we’ve just said in these limited circumstances,
you can do the opposite.””

Chairman Randolph called for other comments or questions and there were none. She
stated the Commission could move forward to adoption in November.
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